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Employer ID Number: 
 

Person to Contact: 
 

Telephone Number: 
 

Refer Reply To: 

We have c~nsrdered your epplrcation tor recognrtlon of exemptton Prom Federal 
Income tax under sect~on 501(c)(7) of the Internal Revenue Code. 

P, revleu a f  the tnfornaticr, submitted reveals that you. incorporated in the State 
of  on . four organrzrng document was amended to state that 
your organrzatron 1s orgdnlted to conduct and be engaged An charitable, 
benevolent, educatronal, ctvtc, sacral, fraternal, lrterary, cultural, athletic, 
sstenttf~c end lrke acttvttres: primary activittes uhlch include providfng 
alcoholt: beverage servrce to the members of the club. More specrfically 8ocial 
an6 athletrc actrvitres to rnclude racquetball tournaments SK fun runs, golf 
outrngs, uater volleyball nrners, and annual anniversary parties. 

 rs affiliated with , a for proflt 
entity. Hembers of  automatically become members of  

   matntains the ~rlvate club liquor 
llcense tor b, a tar profit athlettc club and rs managed by 

 a srster organization which leases the lounqr mpace 
to . Tho tarns of the lease state that  

 (Lessee, shali pay to  !Lassor 1 the sum 
of  percent of 6ross Receipts fron the sale of alcoholic beverages per 
month. The Offtcers of  are:  -  

 - Vice President Finance/C)ccounttng,  -  
  - Vice President - Finance/Accountinp, and 

 Your financial data shous that your primary source of revenue 
is from the sale of liquor and contains an expense titled Reimbursed Payroll 
Expense. 

In your letter dated  you make the followrng statements: 
1.  does not have or~anfzed social actavttiss at this 

t lme. 
2. Only one class of members exists -Regular. There are currently no members ip 

dues. There are no publications, etc. regarding the organizat~on. 
3. The organization does not have a menbershrp spplicatton. 

7 
4. You state that only prrvate clubs can obtain liquor l~censcs in a destgnatsd 



 

DRY area (area that Corbid5 the sale of alcoholic bever3ges rn public 
facilrties).  wa3 formed for the benefi? of dues 
payrng members of  a for profit entity.  
rs 180% owned by  - a subsidiary o f  

.  is not 
owned or under any control by .  

  receives % of a11 guest checks at  to replenish 
t he 1 iquor recount. 

5 .   has % corporate nenbership. Tha corporatronr 
degignate ubrch employees or executives are members of  

 hctual breakdown of corporate verse individual 
revsnus 1s not available. 6. r9 copy of the managing agreement was requested 
but not pravtded. 

Internal Revenue Code sectron 501(c)(7) provides for the exemption of 'clubs 
orgs~tzld far pleasure, recreation. and other non-profitable p*!-poses. 
scb9tantially a11 of the actLv1tic-* of which are for such purposes and no part 
Q ?  the net earnrngs of uhrch rnurs5 to the benefit of any private shareholder.' 

Re..rmue Ruling 66-225, 1966-2 C.B. 227 holds that a nonproftt organization which 
prcv14es entertarnment for 1t5 members does not qualify for 5~emptton under 
sectron 5 0 1 t c ) ( 7 )  of the Internal Revenue Code of 1954.wherr i t  is controlled by 
a taxable corporatron and operated as an integral part o f  such corporation's 
bus:ne3s. 

In Greater United Navajo Oevelopmsnt Enterprrses, Inc v. Comnrsetoner, 74 T.C. 
69 (1980)  i t  was held that tuo corporations with the sane directors, officers 
and staff w r e  regarded by both the IRS and the court as one organization. 

Revenue Rultn~ 74-489, 1974-2 C.B. 169 holds that a country club that issues 
corporate membership is dealing wrth the general public in the form of the 
corporations* employees. Gross receipts from such members will ba a factor in 
deternining uhether the club guali!les as a social club under section 5 0 1 ( c ) ( 7 )  
of the Code. 

Revenue Ruling 69-527, 1969-2 C.B. 125 holds that not only must an organization 
seeking e;lenpt&on under saction 501(c)(7) prove that its nenbere are bound 
together by a connon objecttve, but also that such connon objective is directed 
towards pleasure, recreation, and other nonprofrtable purposes. Thus, a social 
club formed to assrst its members in their business endeavors through study and 
discussion of problems and other activities at weekly luncheon meetings does not 
qualify for exenption since any social activities at the luncheon are merely 
incidental to the business purpose of the organization. 

Revenue Rulin~ 69-635, C.0. 1969-2, 126, holds that a conningling of members 
must play a material part in the activities c !  the organization before a eaction 
501(c )(7) exemption can be granted. 

Revenue Rullng 50-589, C . 0 .  1958-2, 266 states that in making a determination on 
whether an organltation cones wrthin the provistonl of section 501!c)(7) of the 
Code, all facts pertaining to its form of organization, method of operation and 
activities should be considered. an organization must establish ( I )  that it  is 



3 c l ~ b  b o t h  organrzed and operated e x c l u s ~ v e l y  f o r  p leasure ,  recreation and 
lsther n o n - p r a f ~ t a b l a  purposes and ( 2 )  t h a t  no p a r t  o f  i t s  ne t  earnlnQs i n u r s s  t c  
the b e n e f r t  o l  any p rxva te  shareholder o r  tndr.rrdua1. To meet the  f ~ r s t  
requ l rsoen t ,  t he re  nust be an 2 s t a b l i s h e d  menbershrp o f  rnd rv rdua ls ,  persona l  
c o n t r c t s  and Ia l lowshtp .  A commrngling o f  t h e  members must p l a y  a m a t e r r s l  p a r t  
r n  t k e  lire o f  the  organrsatron.  

Arner v.  Rcgan, 40-2 U . S . T . C .  ho lds  t h a t  c l u b s  must have members a c t ~ v a l y  
s r ~ e r i n g  interests o r  ~ o a l s ,  ss %vrdenced, f o r  exanole, by appropr ia te  
p r e r e p u r s t t e  condrt rons o r  l r m x t a t r o n s  upon menbers. I t  i s  i n s u f f ~ c r e n t ,  f o r  
purposes o f  t h r s  tax e,?tmptron, f o r  an o r g s n l z a t  %on t o  be a b l e  t o  demonstrate a  
common ooJectrve o r  i n t e r e g t  o f  the members: conmrnglrnp a 3  assentla!.  

Barstow Rodeo and Rrd l -g  Club v.  Cot~.*rssrcner,  12 7 . C . M .  1351 C1953! h o l d s  t h a t  
a  c l u b  must have an eatab l rshed member~hip o f  t n d i v r d u a l s ,  persons1 con tac ts  and 
I a l l o u s h i o .  

Based on the r n f a r n a t l o n  presented,  ue have concluded t h a t  you do no t  q u a l l f y  
f o r  anempt~on as an orpanr:atron descr ibed t n  s e c t i o n  5 0 l ( c ) ( ? )  o f  t h e  Code. 
Spec: f L C  f a c t o r s  o f  your organ~:st ran w ~ p p o r t  t h a t  you a r a  ~ r l m a r  1 ly grgan ized 
f o r  the  bene f r t  o f  members o f  ,  a  t o r  p r o f i t  a n t ~ t y .  Your 
a r t i c l e s  3 f  ~ n c o r p o r ~ t ~ o n  s t a t e  tha t  your p r imary  a c t i v r t y  IS t o  p rog lde  an 
a l c o h o l r c  beverage serv:ce t o  t h e  members o f  the  c l u b .  Henbers o f   

.  a f o r  p r o f r t  e n t r t y  a r s  a ~ t c m a t r c a l l y  members o f    .  
You have no menbershrp a p o l l c a t r o n .  and t h e r e  a r e  c u r r e n t l y  no menberahip dues. 
Your o rgan iza t ton  does not have any organrzed s o c i a l  a c t r v i t i e s  a t  t h i s  t ima.  

You a r e  s t n i l a r  t o  the  o rgsn lza t ron  dascr ibad i n  Revenue Rul rnp 65-225, supra. 
You a r e  p r o v l d t n g  entertarnment i o r  your members, and you are opera t rng  as an  
i n t e g r a l  p a r t  o f  a  f o r  p r o f l t  e n t i t y .   has % co rpora te  
menbershtp. h c t u a l  breakdoun o f  co rpo ra te  verses i n d i v i d u a l  revenue i s  not  
a v a i l a b l e .  

L r k e  the  organ lzat ron descrrbed i n  Revenue Ru le  74-489, supra, you o f f e r  
co rpo ra te  nenbarshtp and no o the r  q u a l t f i c a t i o n s  a r e  r e q u i r e d  i n  o roe r  t o  become 
a nember o f  your organ izat ion .  

You do not comply w i t h  Revenue P u l i n g  69-527 supra. You members a r e  no t  
bound together by an 0 b j e c t l v e  which i s  d i r e c t e d  touards  p leasure ,  
r e c r e a t i o n ,  and o the r  n o n p r o f r t a b l e  purposes. 

Thus, you do not q u a l i f y  f o r  exemption under Code s e c t i o n  5 0 1 ( c ) ( 7 )  o r  any o t h e r  
s e c t r c n  o f  the  Code. 

I f  you do not agree w i t h  these conc lus ions,  you nay,  u i t h t n  38 days from t h e  
date o f  this l e t t e r ,  f r l e  I n  d u p l r c a t e  a b r i e f  o f  t h e  f a c t s ,  lsu, and argument 
t h a t  c l e a r l y  se t3  f o r t h  your p o s l l i o n .  Sf you d e s i r e  an o r a l  d i scuss ion  o f  t h e  
i33ue,  p lease ind rca te  t h r s  i n  your p r o t e 9 t .  The enclosed P u b l l c a t l o n  892 p i v e s  
instructions f o r  l ~ l i n g  3 p r o t e 3 t .  

I f  you do not f i l e  a  p r o t s s t  w r t h  t h i s  o f f i c e  u r t h i n  30 days o f  the  date  o f  t h i s  
r e p o r t  o r  l e t t e r ,  t h r s  r r ~ p o s e d  de te rm ina t ion  u i l l  become f l n a l .  



  

I f  you agree w i t h  these conclustons o r  do not uish to  ?;lo a wr i t ten  protest ,  
pleaas ahon and return Form 6818 i n  tha mcl088d !jolt-addressed envelope as soon I ,  I 
as possible. 

I ?  you have any further qu03tt0nl. pleas# Contclct the p w l o n  uhose nane end i . * 4  

telephone nunber are ,bun at the baginning of t h i s  lettw. 

Sincerely, I 

1 

 
P i s t r i c t  Otrector 

Enclosures: 
Publicatson 892 
Form 603 3 




